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COST  ACCOUNTING  STANDARDS 

Statement  of  Operating  Policies, 
Procedures,  and  Objectives 

llie  purpose  of  this  statement  Is  to 
present  the  operating  policies,  proce¬ 
dures  and  objectives  within  which  the 
Cost  Accounting  Standards  Board  is  for¬ 
mulating  Cost  Accounting  Standards 
and  related  rules  and  regulations  in  car¬ 
rying  out  its  legislative  mandate  under 
Public  Law  91-379. 

This  document  does  not  deal  with 
Board  regulations  related  to  written 
disclosures  of  cost  accounting  practices; 
such  Teg\ilations  are  craitained  in  4 
CFRPart  351. 

The  Board  Intends  that  this  docu¬ 
ment  Improve  general  understanding  of 
the  Board’s  fundamental  objectives  and 
concepts  and  thus  provide  the  basis  for 
productive  dialogue  with  those  con¬ 
cerned  with  the  Board’s  work.  Interested 
members  of  the  public  should,  on  the 
basis  of  this  Statement,  be  better  able 
to  focus  on  the  complex  and  difficult 
Issues  which  the  Board  faces  in  promul¬ 
gating  future  Cost  Accoimting  Stand¬ 
ards.  The  Statement  is  not  intended  to 
be  final  or  all-encompassing;  the  Board 
may  from  time  to  time  amplify.  suiH>le- 
ment  or  modify  its  views  as  it  proceeds 
with  consideration  of  individual  issu¬ 
ances. 

Although  not  every  Board  member  Is 
In  full  agreement  with  every  p(^cy,  pro¬ 
cedure  and  objective  set  out  in  this 
document,  the  Board  is  in  agreement 
that  the  dociunent  provides  a  useful, 
overall  framework  within  which  it  can 
develop  specific  Cost  Accounting  Stand¬ 
ards.  In  the  few  cases  where  individual 
members  may  have  dlfierlng  views,  they 
may  set  forth  those  views  and  the  rea¬ 
sons  for  them  if  it  becomes  appropriate 
to  do  so  in  the  context  of  the  Board’s 
consideration  of  a  particular  Cost  Ac¬ 
count!^  Standard,  rule  or  regiilation. 

March  1973. 
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ing  Standards  Board  that  (1)  enunciates  a 
principle  or  principles  to  be  followed,  (2) 
establishes  practices  to  be  applied,  or  (3) 
specifies  criteria  to  be  employed  in  selecting 
from  alternative  principles  and  practices  in 
estimating,  accumulating,  and  reporting 
costs  of  contracts  subject  to  the  rules  of  the 
Board.  A  Cost  Accounting  Standard  may  be 
stated  in  terms  as  general  or  as  qiecific  as 
the  Cost  Accounting  Standards  Board  con¬ 
siders  necessary  to  accomplish  its  purpose. 

With  respect  to  Cost  Accounting  Stand¬ 
ards,  the  Board’s  primary  goal  is  to  issue 
clearly  stated  Cost  Accounting  Standards  to 
achieve  (1)  an  increased  degree  of  uniformity 
in  accounting  practices  among  Government 
contractors,  and  (2)  consistency  in  account¬ 
ing  treatment  of  costs  by  individual  Govern¬ 
ment  contractors. 

Increased  uniformity  and  consistency  in 
accounting  are  desirable  to  the  extent  they 
Improve  understanding  and  communication, 
reduce  the  incidence  of  disputes  and  dis¬ 
agreements,  and  facilitate  equitable  contract 
settlements. 

Vniformity.  Uniformity  relates  to  com¬ 
parison  of  two  or  more  accounting  entitles 
and  the  Board's  objective  in  this  reqiect  is 
to  achieve  likeness  under  like  circumstances. 
The  Board  recognizes  the  impossibility  at 
defining  or  attaining  absolute  uniformity, 
largely  because  of  the  problems  related  to 
defining  like  circumstances.  The  Board  will, 
nonetheless,  seek  ways  to  attain  a  practical 
degree  of  uniformity  in  cost  accounting. 

Uniformity  is  achieved  when  contractors 
with  the  same  circumstances  (with  respect 
to  a  given  subject)  follow  the  practice  appro¬ 
priate  for  those  circumstances.  Any  increase 
in  uniformity  will  provide  more  compara¬ 
bility  among  contractors  whose  circum¬ 
stances  are  similar. 

The  Board  does  not  seek  to  establish  a 
single  uniform  accounting  system  or  chart 
of  accounts  for  all  the  complex  and  diverse 
businesses  engaged  in  defense  contract  work. 
On  the  other  hand,  if  the  Board  were  to  be 
satisfied  that  circumstances  among  all  con¬ 
cerned  contractors  are  substantially  the  same, 
the  Board  would  not  be  precluded  from  estab¬ 
lishing  a  single  accounting  treatment  for  use 
in  such  circumstances. 

Consistency,  Consistency  pertains  pri¬ 
marily  to  one  accounting  entity  over  periods 
of  time.  Like  uniformity,  the  attainment  of 
absolute  consistency  can  only  be  measured 
when  like  circumstances  can  be  defined.  The 
Board  believes  that  consistency  within  an 
entity,  from  one  time  period  to  another,  can 
be  Improved,  thereby  enhancing  the  useful¬ 
ness  of  comparisons  between  estimates  and 
actuals.  It  will  also  Improve  the  compara¬ 
bility  of  cost  reports  from  one  time  period 
to  another  where  there  are  like  circum¬ 
stances. 

AUocdbility  and  allotoability.  Allocabllity 
is  an  accounting  concept  affecting  the  ascer¬ 
tainment  of  contract  cost;  It  results  from  a 
relationship  between  a  cost  and  a  cost  in¬ 
jective  such  that  the  cost  objective  appro¬ 
priately  bears  all  or  a  portion  of  the  cost. 
To  be  charged  with  all  or  part  of  a  cost,  a 
cost  objective  should  cause  or  be  an  Intended 
beneficiary  of  the  cost. 

Allowability  is  a  procurement  concept  af¬ 
fecting  contract  price  and  in  most  cases  is 
expressly  provided  in  regulatory  or  contrac¬ 
tual  provisions.  An  agency’s  policies  on  al¬ 
lowability  of  costs  may  be  derived  from  law 
and  are  generally  embodied  in  its  procure¬ 
ment  regulations.  A  contracting  agency  may 
Include  in  contract  terms  or  in  its  procure¬ 
ment  regulations  a  provision  that  it  will  re¬ 
fuse  to  allow  certain  costs.  Incurred  by  con¬ 
tractors,  that  are  unreasonable  in  amount 
or  contrary  to  public  policy.  In  accounting 
terms,  those  same  costs  may  be  allocable  to 
the  contract  in  question. 


Cost  Accounting  Standards  should  result  in 
the  determination  of  costs  which  are  al¬ 
locable  to  contracts  and  other  cost  objectives. 
The  use  of  Cost  Accounting  Standards  has 
no  direct  bearing  on  the  allowability  of  in¬ 
dividual  items  of  cost  which  are  subject  to 
llnUtatlons  or  exclusions  set  forth  in  the 
contract  or  are  otherwise  specified  by  the 
Government  or  its  procuring  agency. 

It  should  be  emphasized  that  contract 
costs,  with  which  Cost  Accounting  Standards 
are  involved,  are  only  one  of  several  impor¬ 
tant  factors  which  should  be  Involved  in 
negotiating  contracts.  Therefore,  the  promul¬ 
gation  of  Cost  Accounting  Standards,  and 
the  determination  of  contract  costs  there¬ 
under,  cannot  be  considered  a  substitute  for 
effective  contract  negotiation.  At  the  same 
time,  it  should  be  emphasized  that,  where 
contract  costs  are  required  to  be  determined 
and  Cost  Accounting  Standards  are  appli¬ 
cable,  the  latter  are  determinative  as  to  the 
costa  allocable  to  contracts.  It  Is  a  contract¬ 
ing  agency’s  prerogative  to  negotiate  the 
allowability  of  allocated  costs,  but  not  the 
allocation  Itself. 

Ihe  Cost  Accounting  Standards  Board  will 
establish  Standards  to: 

(1)  Measure  the  amount  of  costs  which 
may  be  allocated  to  covered  contracts, 

(2)  Determine  the  accounting  period  to 
which  costs  are  allocable,  and 

(3)  Determine  the  manner  in  which  alloca¬ 
ble  costs  can  be  allocated  to  covered  con¬ 
tracts.  Ihe  resulting  cost  measurements  and 
allocation  determinations  are  binding  on 
both  the  contractor  and  the  contracting 
agency,  as  indicated  above. 

Fairness.  The  Board  considers  a  Cost  Ac¬ 
counting  Standard  to  be  fair  when,  in  the 
Board’s  best  judgment,  the  Standard  pro¬ 
vides  for  allocating  costs  without  bias  or 
prejudice  to  either  party  to  affected  contracts. 

The  results  of  contract  pricing  may  ul¬ 
timately  be  regarded  as  fair  or  unfair  by 
either  or  both  parties  to  that  contract.  But 
if  the  Cost  Accounting  Standards  utilized 
In  the  negotiation,  administration,  and  set¬ 
tlement  of  the  contract  provided  the  con¬ 
tracting  parties  with  accounting  data  which 
are  representative  of  the  facts,  the  Standards 
themselves  are  “fair”  regardless  of  the  out¬ 
come  of  the  contract. 

Materiality.  The  Board  believes  that  the 
administration  of  its  rules,  regulations,  and 
Cost  Accounting  Standards  should  be  reason¬ 
able  and  not  seek  to  deal  with  insignificant 
amounts  of  cost.  Although  this  rule  of  com¬ 
mon  sense  is  already  practiced  by  the  Oov¬ 
ernment,  the  Board  recognizes  that,  in  par¬ 
ticular  standards,  a  specific  “materiality” 
statement  may  be  useful;  and,  in  such  cases. 
It  will  Include  one. 

The  Board  expects  that,  in  implementing 
Its  promulgations,  it  is  appropriate  to  con¬ 
sider  the  following  criteria  in  determining 
whether  a  transaction  or  a  decision  about  an 
accounting  practice  is  material  in  the  con¬ 
text  of  any  Board  issuance: 

1.  The  absolute  dollar  amount  involved. 
The  larger  the  dollar  amount,  the  more  likely 
it  is  that  a  decision  Involving  it  will  be 
material. 

2.  The  amount  of  total  contract  cost  com¬ 
pared  uHth  the  amount  under  consideration. 
The  larger  the  portion  of  the  total  contract 
cost  which  is  represented  by  the  item  or  the 
decision  under  consideration,  the  more  likely 
it  is  to  be  material. 

3.  The  relationship  between  a  cost  item  and 
a  cost  objective.  Decisions  about  direct  cost 
Items,  especially  if  the  amounts  are  them¬ 
selves  part  of  a  base  for  distribution  of  in¬ 
direct  cost,  will  normally  be  more  material 
than  like  decisions  about  indirect  costs. 

4.  The  impact  on  Government  funding. 
Decisions  about  accounting  treatment  will 
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be  more  material  If  they  Influence  the  dis¬ 
tribution  of  costs  between  Government  and 
non-Oovernment  cost  objectives  than  if  all 
cost  objectives  have  Government  flnanclal 
support. 

5.  The  relationship  to  price.  When  contract 
pricing  is  based  upon  estimated  cost,  deci¬ 
sions  about  cost  accounting  treatment  in 
estimates  are  more  material  than  comparable 
decisions  about  treatment  of  actual  costs. 
When  contract  pricing  is  based  on  actual 
costs,  decisions  about  accounting  treatment 
for  actual  costs  are  more  material  than  com¬ 
parable  decisions  about  estimates. 

6.  The  cumulative  effect  of  individually 
immaterial  items.  It  is  appropriate  to  con¬ 
sider  whether  individual  variances  (a)  tend 
to  offset  one  another,  or  (b)  tend  to  be  in 
the  same  direction  and  hence  to  accumu¬ 
late  into  a  material  amount. 

These  criteria  should  be  considered  to¬ 
gether;  no  one  criterion  is  wholly  deter¬ 
minative  of  immateriality.  In  particular 
standards  the  Board  will  give  consideration 
to  deflning  materiality  in  speclflc  dollar 
amounts  and/or  speclflc  percentages  of  im¬ 
pact  on  operations  covered  by  the  entire 
Standard  or  any  provision  thereof  when¬ 
ever  it  appears  feasible  and  desirable  to  do 
so. 

Verifiability.  Verlflablllty  is  generally  ac¬ 
cepted  as  a  goal  for  Information  used  in  cost 
accounting.  Contract  cost  accounting  sys¬ 
tems  should  provide  for  verlflablllty.  Con¬ 
tract  costs  should  be  auditable  by  examina¬ 
tion  of  appropriate  data  and  documents 
supporting  such  costs  or  by  reference  to  the 
facts  and  assumptions  used  to  assign  the 
costs  to  the  contract.  Contractor  records  of 
contract  costs  should  be  reconcilable  with 
the  general  books  of  account. 

OPERATING  POLICIES 

Tlie  following  descriptions  of  policies  show 
a  number  of  Important  considerations  which 
will  be  relevant  to  the  Board  as  it  seeks  the 
objectives  discussed  previously. 

Relationship  to  other  authoritative  bodies. 
A  number  of  authoritative  bodies  have  been 
established  to  issue  pronouncements  af¬ 
fecting  accounting  and  flnanclal  reporting. 
The  Cost  Accounting  Standards  Board  views 
its  work  as  relating  directly  to  the  prepara¬ 
tion,  use,  and  review  of  accounting  data  in 
the  negotiation,  administration,  and  settle¬ 
ment  of  negotiated  defense  contracts.  The 
Board  is  the  only  body  established  by  law 
with  the  speclflc  responsibility  to  promulgate 
Cost  Accounting  Standards.  Furthermore,  its 
Cost  Accounting  Standards  have  the  force 
and  effect  of  law. 

There  are  many  accounting  areas  of  in¬ 
terest  to  the  Board  which  are  also  of  Interest 
to  others  for  flnanclal  and  tax  accounting 
purposes,  such  as:  the  measurement  of  costs 
in  general;  determination  of  the  amount  as¬ 
signed  to  a  resource  to  be  consumed  in  op¬ 
erations;  allocation  of  the  cost  of  resources 
consumed  to  time  periods;  and  allocation  of 
direct  labor,  direct  material,  and  factory 
overhead  to  the  goods  and  services  produced 
in  a  period. 

Promulgations  by  the  Cost  Accounting 
Standards  Board  may  involve  the  areas  of 
interest  of  other  authoritative  bodies.  Con¬ 
tract  cost  accounting  often  deals  with  the 
same  expenditures  and  the  same  problems 
of  allocation  to  time  periods  as  are  of  ln> 
terest  in  flnanclal  and  Income  tax  account¬ 
ing. 

The  Cost  Accounting  Standards  Board 
seeks  to  avoid  conflict  or  disagreement  with 
other  bodies  having  similar  responsibilities 
and  will  through  continuous  liaison  make 
every  reasonable  effort  to  do  so.  The  Board 
will  give  careful  consideration  to  the  pro¬ 
nouncements  affecting  flnanclal  and  tax  re¬ 
porting,  and  in  the  formulation  ot  cost  Ae- 
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counting  Standards  it  will  take  those  pro¬ 
nouncements  into  account  to  the  extent  it 
can  do  so  in  accomplishing  its  objectives. 
The  nature  of  the  Board’s  authority  and  its 
mission,  however,  is  such  that  it  must  re¬ 
tain  and  exercise  full  responsibility  for  meet¬ 
ing  its  objectives. 

Nondefense  applications.  The  Board’s  Jur¬ 
isdiction  extends  only  to  certain  national  de¬ 
fense  procurements,  pursuant  to  the  Defense 
Production  Act  of  1960  (  50  U.S.C.  App.  2152), 
as  amended.  Industry  has  long  advocated 
uniformity  of  contract  cost  principles  among 
all  Government  agencies;  it  has  criticized 
nondefense  agencies  for  following  cost  prin¬ 
ciples  different  from  those  of  the  Depart¬ 
ment  of  Defense  alleging  that  such  differ¬ 
ences  hindered  effective  contracting  and 
caused  added  costs  to  the  Government.  The 
Board  is  gratifled  that  the  Federal  Procure¬ 
ment  Regulation^  have,  through  administra¬ 
tive  decision,  extended  Cost  Accounting 
Standards  to  contracts  of  uondefense 
agencies. 

The  Board  is  of  the  opinion  that  uni¬ 
formity  among  all  Government  agencies 
in  contract  costing  is  a  highly  desirable 
objective.  It  is,  therefore,  the  Board’s 
view  that  extension  of  Board  pronounce¬ 
ments  to  nondefense  agencies  would  be 
markedly  beneflcial  both  to  the  agencies  con¬ 
cerned  and  to  their  contractors.  Companies 
with  a  mixture  of  defense  and  nondefense 
contracts  will  be  beneflted  substantially 
by  having  a  single  set  of  cost  accounting 
principles  applicable  to  all  their  Government 
contracts. 

A  contractor  could  have  a  portion  of  his 
work  not  required  to  be  costed  in  accordance 
with  Cost  Accounting  Standards.  Not  wish¬ 
ing  to  maintain  two  or  more  cost  account¬ 
ing  systems,  he  may  choose  to  follow  Cost 
Accounting  Standards  for  all  costing.  The 
Board,  in  developing  and  promulgating  Cost 
Accounting  Standards,  will  bear  in  mind 
this  potential  wider  application. 

Single  Government  representative.  To  as¬ 
sure  maximum  uniformity  of  interpreta¬ 
tion  of  its  promulgations,  the  Board  be¬ 
lieves  that  it  is  highly  desirable  to  have 
Federal  agencies  agree  upon  a  single  rep¬ 
resentative  to  deal  with  a  given  contractor 
regarding  application  of  the  requirements 
of  the  Board.  Because  of  its  conviction  of 
the  merit  of  such  a  procedure,  the  Board 
recommended  that  the  agencies  arrange  for 
a  single  contracting  ofBcer  for  each  con¬ 
tractor,  or  major  component  thereof,  to  be 
designated  to  negotiate  as  needed  to  achieve 
consistent  practices  relating  to  the  stand¬ 
ards  Issued  by  the  Board. 

As  a  result,  agencies  have  established  pro¬ 
cedures  by  which  a  Government  contractor 
may  be  certain  that  only  one  contracting 
officer  will  deal  with  him  to  resolve  Issues 
that  may  arise  under  the  contractor’s  Gov¬ 
ernment  contracts  concerning  the  applica¬ 
tion  of  Cost  Accounting  Standards,  rules, 
and  regulations. 

The  Board  is  optimistic  about  the  bene- 
flts  to  be  derived  by  both  the  Government 
and  contractors  from  this  single-representa¬ 
tive  system  and  will  continue  to  encourage 
and  assist  Government  agencies  in  assuring 
that  the  system  matures  and  functions 
effectively. 

Responsibilities  for  compliance.  The  basic 
responsibility  for  securing  compliance  by 
contractors  with  Board  prcHnulgatlons  rests 
with  the  relevant  Federal  contracting  agen¬ 
cies.  They  are  responsible  for  such  things 
as: 

1.  Incorporating  all  applicable  CASB 
promulgations  into  their  procurement 
regulations; 

2.  Including  the  contract  clause  in  all 
covered  contracts; 

3.  Receiving  disclosure  statements; 
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4.  Reviewing  and  approving  the  adequacy 
of  such  statements; 

5.  Reviewing  contractors’  records  to  de¬ 
termine  whether  or  not  contractors  have 
(a)  followed  consistently  their  disclosed  cost 
accounting  practices  and  (b)  complied  with 
promulgated  Cost  Accounting  Standards; 

6.  Making  appropriate  contract  price  ad¬ 
justments  because  of  changed  accounting 
practices,  failure  to  follow  existing  stand¬ 
ards,  or  the  issuance  of  new  standards;  and 

7.  Evaluating  the  validity  of  claims  by 
contractors  for  exemptions,  under  criteria 
established  by  the  Board,  or  exclusions  as 
established  by  Public  Law  91-379. 

It  should  be  noted  that  section  719(J)  of 
the  Act  gives  to  any  authorized  representa¬ 
tive  of  the  head  of  the  agency  concerned, 
of  the  Board,  or  of  the  Comptroller  General 
of  the  United  States,  the  right  to  examine 
and  make  copies  of  any  documents,  papers, 
or  records  relating  to  compliance  with 
Board  promulgations. 

Another  element  of  compliance  concerns 
the  manner  in  which  relevant  contracting 
agencies  implement  the  requirements  estab¬ 
lished  by  the  Board.  Special  and  recurring 
reviews  of  agencies*  compliance  with  Board 
promulgations  should  be  performed  by  the 
agencies’  internal  review  staffs  and  by  the 
U.S.  General  Accounting  Office. 

The  Board  must  retain  responsibility  for 
evaluating  the  effectiveness  of  the  stand¬ 
ards,  rules,  and  regulations  that  it  promul¬ 
gates.  Most  of  the  Board’s  evaluative  needs 
can  be  met  by  reviewing  reports  from  con¬ 
tracting  and  audit  organizations.  To  this 
end,  the  Board  and  the  major  contracting 
agencies  have  worked  cooperatively  to  estab¬ 
lish  reporting  requirements  which  have  been 
embodied  in  the  agencies’  procurement 
regulations. 

Interpretations.  The  Board  notes  the 
existence  of  contractual  and  administrative 
provisions  for  the  resolution  or  settlement 
of  disputes  arising  under  a  contract,  and 
the  Board  will  not  Intervene  in  or  seek  to 
supersede  such  provisions.  When  there  are 
widespread  and  serious  questions  of  the 
Board’s  Intention  or  meaning  in  its  promul¬ 
gations,  the  Board  may  at  its  discretion  re¬ 
spond  to  requests  tor  authoritative  inter¬ 
pretations  of  its  rules,  regulations,  and  Cost 
Accounting  Standards.  Such  interpretations 
will  be  published  in  the  Federal  Register 
and  will  be  considered  by  the  Board  as  an 
Integral  part  of  the  rules,  regulations,  and 
standards  to  which  the  interpretations  re¬ 
late.  This  formalized  procedure  does  not 
preclude  unofficial  consultation  between  in¬ 
quirers  and  the  executive  secretary  and 
members  of  the  Board’s  staff. 

Exemptions.  The  Board  is  authorized  by 
law  to  grant  exemptions  to  such  classes  or 
categories  of  contractors  or  contracts  as  it 
determines  are  appre^riate  and  consistent 
with  the  purposes  sought  to  be  achieved  by 
the  Board’s  basic  legislation.  The  Board  has 
exempted  certain  classes  of  contracts  and 
recognizes  that  individual  Cost  Accounting 
Standards  may,  by  their  nature,  be  inappli¬ 
cable  or  inappropriate  to  certain  classes  or 
categories  of  contractors  or  contracts. 

In  addition,  in  recognition  of  certain  un¬ 
usual  circumstances  which  could  require 
exemptions  on  a  case-by-case  basis,  the 
Board  has  established  a  mechanism  by  which 
exemptions,  where  Justifled,  can  be  granted 
for  special  classes  of  contracts  and  sub¬ 
contracts. 

The  Board  anticipates  that  it  will  grant 
exemptions  only  in  rare  and  unusual  cases. 
In  reviewing  a  request  f<xr  an  exemption, 
the  Board  would  be  persuaded  that  an  ex¬ 
emption  is  Justifled  only  if: 

1.  The  administrative  burden  is  grossly 
disproportionate  to  the  beneflts  which  could 
be  expected,  or 
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2.  Failure  to  grant  an  exemption  wiU  pre¬ 
vent  the  orderly  and  economical  acquisition 
on  a  timely  basis  of  supplies  and  services 
essential  to  the  needs  of  the  Oovemment. 

The  Board  notes  that  the  granting  of  an 
exemption  would  reduce  the  extent  to  which 
the  primary  goals  of  increased  uniformity 
and  consistency  are  achieved. 

THX  PROCESS  or  DEVELOPIND  STANDARDS 

Initial  development  of  Board  proposals 
begins  with  extensive  background  resesu^ch. 
It  Includes  examining  Government  procure¬ 
ment  regulations  and  authoritative  litera¬ 
ture  on  a  particular  subject  under  consider¬ 
ation,  reviewing  pronouncements  of  other 
authoritative  accoxmtlng  and  regulatory 
groups,  reviewing  pertinent  Board  of  Cion- 
tract  Appeals  and  court  cases,  and  confer¬ 
ring  with  representatives  of  various  Gov¬ 
ernment  agencies.  Government  contractms, 
and  industry  and  professional  associations. 

On  the  basis  of  this  research  and  exten¬ 
sive  studies  of  existing  contractor  practices, 
a  preliminary  version  of  a  Board  prtposal  Is 
developed  for  discussion  purposes  and  dis¬ 
tributed  to  scores  of  Government  agencies. 
Industry  and  professional  associations,  in¬ 
dividual  contractors,  and  others  knowledge¬ 
able  in  cost  accounting.  The  Board  conducts 
field  tests  of  the  application  of  the  proposed 
standard.  It  h(4ds  meetings  or  exchanges 
c<»Tespondence  with  all  who  express  inter¬ 
est  in  providing  views  on  the  subject.  The 
views  and  cmnments  thus  obtained  are  given 
careful  consideration  and  drafts  of  proposed 
material  are  modified  as  appropriate. 

To  obtain  the  views  of  as  many  concerned 
persons  as  possible,  a  draft  is  published  as 
a  proposed  standard  in  the  Federal  Register 
tar  comment.  The  Board  views  this  Initial 
publication  as  an  integral  part  of  its  re¬ 
search  program  and  encourages  all  inter¬ 
ested  persons,  including  members  of  the 
general  pubUc,  to  submit  comments.  The 
Board,  after  publication  of  the  prc^sal, 
again  contacts  a  number  of  contractiHS 
and  Government  representatives  to  further 
discuss  all  aspects  of  the  proposed  standard, 
adth  special  emphasis  on  the  anticipated  ad¬ 
ministrative  costs  of  Implementation  and 
the  probable  benefits  of  adoption  of  the 
standard. 

Standards,  rules,  and  regulations  promul¬ 
gated  by  the  Board  must  await  the  expiration 
of  60  calendar  days  of  continuous  session  of 
the  Congress  following  the  date  they  are 
sent  to  the  Congress.  The  Board's  promulga¬ 
tions  become  effective  not  later  than  the 
start  of  the  second  fiscal  quarter  beginning 
after  the  expiration  of  not  less  than  30  days 
after  a  second  publication  in  the  Federal 
Register,  unless  the  Congress  passes  a  con¬ 
current  resolution  stating  in  substance  that 
it  does  not  favor  the  proposed  standards, 
rules,  or  regulations.  The  Board’s  promulga¬ 
tions  have  the  full  force  and  effect  of  law. 

Consideration  of  existing  practices.  To  be 
effective.  Cost  Accounting  Standards  must 
have  both  theoretical  validity  and  practical 
applicability.  So  that  practical  considerations 
will  not  be  overlooked,  the  Board  seeks  re¬ 
liable  information  about  current  practices 
in  a  variety  of  ways.  Disclosure  statements, 
questionnaires,  intensive  discussions  with 
contractors,  responses  to  Federal  Register 
publication  of  proposed  standards,  and  study 
of  published  research  results  all  supply  use¬ 
ful  information  about  current  practice. 

The  Board’s  purpose  in  this  is,  first,  to 
establish  what  practice  is;  second,  to  discover 
the  reasons  supporting  different  practices  in 
apparently  similar  circumstances;  and  third, 
to  determine  the  appropriate  criteria  for  the 
selection  of  practices  in  given  circumstances. 
There  is  no  presumption  that  the  most  com¬ 
mon  practice  Is  or  is  not  the  most  desirable 
practice. 


Comparing  costs  and  benefits.  The  Con¬ 
gress  provided,  in  section  719(g)  of  the  act 
which  establishes  the  Board,  that  In  promul¬ 
gating  Cost  Accounting  Standards  "•  •  • 
The  Board  shall  take  into  account  the  prob¬ 
able  costs  of  implementation  compared  to 
the  probable  benefits.” 

The  Board  views  costs  and  benefits  in  a 
broad  sense.  All  disruptions  of  contractors’ 
and  agencies’  practices  and  procedures  are 
viewed  as  costs.  Diligent  research  into  cvur- 
rent  practice  is  helpful  in  appraising  the 
probable  cost  impact  ef  proposed  standards. 
Benefits  include  anticipated  reductions  in 
the  numb^  of  time-consuming  controversies 
stemming  from  unresolved  aspects  of  cost 
allocabUlty.  The  Board  also  expects  that 
benefits  will  be  achieved  through  simplified 
negotiation,  administration,  audit,  and 
settlement  procedures.  Finally,  and  most  im¬ 
portantly.  the  availability  at  better  cost 
data  stemming  from  the  use  of  Cost  Account¬ 
ing  Standards  will  permit  improved  compara¬ 
bility  of  offers  and  facilitate  better  negotia¬ 
tion  of  resulting  contracts. 

Prior  to  making  a  final  promulgation  de¬ 
cision,  the  Board  makes  specific  inquiries 
into  the  likely  costs  of  implementing  pro¬ 
posed  standards,  both  for  contractors  and 
for  affected  agencies  of  the  Government.  In 
this  inquiry,  an  effort  is  made  to  distinguish 
transitional  costs  from  those  that  may  per¬ 
sist  on  a  recurring  basis.  The  Board  then 
weighs  the  relative  benefits  and  costs  in  de¬ 
termining  the  desirability  of  promulgation. 

’The  Board  Is  interested  in  data  which  will 
enable  it  to  gage  the  Impact  of  a  proposed 
standard  on  the  amount  of  costs  that  will 
shift  to  or  from  Government  contracts  as  a 
result  of  one  or  more  standards.  The  Board 
recognizes  that  a  fair  Cost  Accounting  Stand¬ 
ard  may  result  in  a  shift  of  cost  from  the 
Government  to  contractors  or  from  contrac¬ 
tors  to  the  Government.-  In  formulating 
standards,  the  Board  will  not  regard  such 
shifts  of  costs  as  determinative. 

COST  ALLOCATION  CONCEPTS 

The  Board’s  primary  goal  is  increased 
uniformity  and  consistency  in  treatment  of 
costs  as  they  are  related  to  negotiated  de¬ 
fense  contracts.  Set  forth  herein  are  discus¬ 
sions  of  a  number  of  Important  concepts 
which  the  Board  will  use  in  developing  Cost 
Accounting  Standards. 

Cost  accounting  for  negotiated  Govern¬ 
ment  contracts  has  long  been  on  the  basis 
of  full  allocation  of  costs,  including  general 
and  administrative  expenses  and  all  other 
indirect  costs.  The  allocation  of  all  i>erlod 
costs  to  the  products  and  services  of  the 
period  is  not  a  common  practice  either  for 
public  reporting  or  for  internal  management 
purposes;  yet  this  has  long  been  the  estab¬ 
lished  cost  principle  for  costing  defense  pro¬ 
curement.  ’The  Board  will  adhere  to  the  con¬ 
cept  of  full  costing  wherever  iqiproprlate. 

A  cost  objective  is  “a  function,  organiza¬ 
tional  subdivision,  contract,  or  other  work 
unit  for  which  cost  data  are  desired  and  for 
which  provision  is  made  to  accumulate  and 
measure  the  cost  of  processes,  products.  Jobs, 
capitalized  projects,  etc.”  This  definition  has 
been  promulgated  by  the  Board. 

Cost  accoimting  systems  are  developed  to 
provide  a  means  for  assigning  all  costs  to 
appropriate  cost  objectives.  Under  the  full 
costing  concept,  all  costs  initially  allocated 
to  intermediate  cost  objectives  are  reallocated 
to  final  cost  objectives.  Costs  which  are  Iden¬ 
tified  for  special  treatment  (unreasonable 
costs,  or  costs  unallowable  for  other  reasons) 
may  be  assigned  to  final  cost  objectives 
established  for  that  purpose. 

Even  with  the  foregoing  concept,  there  are 
occasional  difficult  questions  as  to  whether 
specified  units  of  an  organization  or  its 
work  should  be  allocated  cost  on  a  full  costing 


basis.  The  Board  will  attempt  to  Identify  and 
dispose  of  such  questions  In  Individual  Cost 
Accoimting  Standards. 

Direct  identification  of  costs.  As  an  ideal, 
each  item  of  cost  should  be  assigned  to  the 
cost  objective  which  was  Intended  to  bene¬ 
fit  from  the  resource  representated  by  the 
cost  or.  alternatively,  which  caused  incur¬ 
rence  the  cost.  To  approach  this  goal, 
the  Board  believes  in  the  desirability  of  direct 
Identification  of  costs  with  final  cost  objec¬ 
tives  to  the  extent  practical.  The  Board  rec¬ 
ognizes  the  need  for  care  In  application  of 
the  concept  of  direct  identification  of  costs 
with  final  cost  objective.  Therefore,  Cost 
Accounting  Standards  developed  by  the  Board 
will  reflect  the  desire  for  direct  identification 
of  cost  and  at  the  same  time  provide  safe¬ 
guards  (such  as  those  of  4  CFR  Part  402)  to 
assure  consistency  and  objectivity  In  allo¬ 
cating  costs  Incurred  for  the  same  purpose. 

Hierarchy  for  allocating  cost  pools.  Costs 
not  directly  identified  with  final  cost  ob¬ 
jectives  should  be  grouped  Into  logical  and 
homogeneous  expense  pools  and  should  be 
allocated  In  accordance  with  a  hierarchy  of 
preferable  techniques.  The  costs  of  like  func¬ 
tions  have  a  direct  and  definitive  relationship 
to  the  cost  objectives  for  which  the  func¬ 
tions  are  performed  and  the  grouping  of 
such  costs  in  homogeneous  pools  for  alloca¬ 
tion  to  benefiting  cost  objectives  results  In 
better  identification  of  cost  with  cost  ob¬ 
jectives. 

The  Board  believes  there  is  a  hierarchy  of 
preferable  allocation  techniques  for  distrib¬ 
uting  homogeneous  pools  of  cost.  The  pre¬ 
ferred  representation  of  the  relationship 
between  the  pooled  cost  and  the  benefiting 
cost  objectives  la  a  measure  of  the  activity 
of  the  function  represented  by  the  pool  of 
cost.  Measures  of  the  activities  of  such  func¬ 
tions  ordinarily  can  be  expres.sed  In  such 
terms  as  labor  hours,  machine  hours,  or 
square  footage.  Accordingly,  costs  of  these 
functions  can  be  allocated  by  use  of  a  rate, 
such  as  a  rate  per  labor  hour,  rate  per  ma¬ 
chine  hour  or  cost  per  square  foot,  unless 
such  measures  are  unavailable  or  impractical 
to  ascertain.  In  these  latter  cases,  the  basis 
for  allocation  can  be  a  measurement  of  the 
output  of  the  supporting  function.  Output  is 
measured  in  terms  of  units  of  end  product 
produced  by  the  supporting  functions,  as 
for  example,  number  of  printed  pages  for 
a  print  shop,  number  of  purchase  orders 
processed  by  a  purchasing  department,  num¬ 
ber  of  hires  by  an  empl03rment  office. 

Where  neither  activity  nor  output  of  the 
supporting  function  can  be  measured  prac¬ 
tically,  a  surrogate  for  the  beneficial  or 
causal  relationship  should  be  selected.  Sur¬ 
rogates  used  to  represent  the  relationship 
are  generally  measures  of  the  activity  of  the 
cost  objectives  receiving  the  service.  Any 
surrogate  used  should  be  a  reasonable  meas¬ 
ure  of  the  services  received  and  should  vary 
In  proportion  to  the  services  received. 

Pooled  costs  which  cannot  readily  be 
allocated  on  measures  of  specific  beneficial 
or  causal  relationship  generally  represent 
the  cost  of  overall  management  activities. 
These  costs  should  be  grouped  In  relation 
to  the  activities  managed  and  the  base  se¬ 
lected  to  measure  the  allocation  of  these 
Indirect  costs  to  cost  objectives  should  be 
a  base  representative  of  the  entire  activity 
being  managed.  For  example,  the  total  cost 
of  plant  activities  managed  might  be  a  rea¬ 
sonable  base  for  allocation  of  general  plant 
Indirect  costs.  The  use  of  a  portion  of  a  total 
activity,  such  as  direct  lalxx'  costs  or  direct 
material  costs  only,  as  a  substitute  for  a 
total  activity  base.  Is  acceptable  only  If 
the  base  Is  a  good  representative  of  the  total 
activity  being  managed. 
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OTHER  CONCEPTS  . 

The  Board  Is  Interested  .n  all  accounting 
concepts.  The  Board  takes  this  opportunity 
to  Invite  Interested  parties  to  furnish  It  with 
reports  of  competent  research  into  matters 
which  might  be  expected  to  Impact  contract 
cost  accounting.  Three  conceptual  Issues  al¬ 
ready  suggested  are  described  briefly  below. 

(1)  Going  concern  and  termination.  Most 
contract  costing  practices  are  based  on  the 
assiunptlon  that  the  contract  Is  an  episode 
In  the  continuing  business  activity  of  the 
contractor.  When  a  contract  is  terminated 
tor  the  convenience  of  the  Oovemment,  there 
la  a  need  to  establish  the  cost  Impact  of  the 
decision  to  terminate.  Some  ot  the  normal 
cost  accoimting  practices  for  contractual  per¬ 
formance  may  require  modlflcatlon  In  the 
event  of  termination  of  a  contract. 

(2)  Current  value  accounting.  The  ac¬ 
counting  profession  In  the  United  States  has 


generally  used  recorded  historical  costs  as 
th^  basis  for  reports  of  the  flnanclal  results 
of  operations  for  given  flscal  periods  and 
the  flnanclal  status  at  given  times.  Similarly, 
recorded  historical  costs  have  served  as  the 
basis  for  measuring  the  cost  of  performance 
In  negotiated  defense  contracts. 

Many  accountants  today  support  the  belief 
that.  In  periods  of  continuing  Inflation  or  de¬ 
flation,  the  reliance  on  historical  costs  In 
the  prepcu’ation  of  conventional  flnanclal 
statements  can  be  misleading.  Considerable 
research  has  been  done  on  the  theory  and 
measurement  of  "real”  business  Income.  The 
Bocud  Is  Interested  In  all  aspects  of  measure¬ 
ment  of  cost  of  contractual  performance  In¬ 
cluding  concepts  of  measurement  on  the 
basis  of  current  value  or  price-level 
accounting. 

(3)  Ooat-of-capital.  The  Board  Is  aware 
of  the  well-established  Govermnent  policy 
that  Interest  Is  not  an  allowable  Item  of  cost 


for  determination  of  price  under  negotiated 
defense  contracts.  This  position  Is  exempll- 
fled  by  the  provision  of  the  Armed  Services 
Procurement  Regvflatlon,  ASPB  1&-205.17. 
that  “Interest  on  borrowings  (however  rep¬ 
resented),  bond  discounts,  (and]  costs  of 
flnanclng  and  reflnanclng  operation  •  •  • 
are  unallowable  *  *  *”.  The  Boeurd  la  also 
aware  of  the  view  that  effective  performance 
\mder  negotiated  defense  procxurement  de¬ 
pends  in  part  on  giving  explicit  consideration 
to  the  capital  committed  to  contracts.  In 
this  connection,  the  Board  has  noted  the 
Defense  Department’s  concern  with  this  Issue 
and  In  particular  that  Department’s  proflt- 
on-capital  prc^>oeal. 

Arthur  Schoenhaut, 

Executive  Secretary. 

March  5, 1973. 
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1972/73  Edrtion 

This  guidebook  provides 
information  about  significant 
programs  and  functions  of 
the  U.S.  Government  agencies, 
and  identifies  key  officials 
in  each  agency. 

Included  with  most 
agency  statements  are 
"Sources  of  Information” 
sections  which  give  helpful 
information  on: 

•  Employment 

•  Contracting  with  the 
Federal  Government 

•  Environmental  programs 

•  Small  business  opportunities 

•  Federal  publications 

•  Speakers  and  films  available 
to  civic  and  educational  groups 

This  handbook  Is  a  "must”  for 
teachers,  students,  librarians, 
researchers,  businessmen, 
and  lawyers  who  need  current 
official  information  about  the 
U.S.  Government. 
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